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TO: Each Supervisor 

FROM: Thomas L. Garthwaite, MD 
Director and Chief ~ e d i c a l  Officer V 

SUBJECT: DEPARTMENT OF HEALTH SERVICES FISCAL OUTLOOK 

This is to provide an update on the Department of Health Services' (DHS) fiscal outlook. 
As you know, the Department's Budget Committee of the Whole report was scheduled for 
discussion on the November 15,2005 Board agenda. Due to a number of outstanding 
issues related to Medi-Cal Redesign, the proposed operating budget for the new 
LAC+USC Medical Center hospital, and the medical school affiliation agreements, all of 
which will impact the forecast, the Department will be asking that the Budget Committee of 
the Whole presentation be continued to the next set report on January 17, 2006. 

It is the Department's expectation that greater clarity on the impact of these issues on the 
Department forecast shortfall, particularly in the initial years, will be available to include in 
the next fiscal outlook and thus will allow for a more informed discussion with your Board. 

Although there are many uncertainties associated with the Department's ability to provide 
a current financial forecast, and while such a forecast represents only a snapshot in time, 
the following discussion and schedules do provide important insight into the Department's 
fiscal condition, particularly the impact of including Fiscal Year 2009-10 as part of the 
Department's financial planning cycle. 

Current Fiscal Forecast 

In the previous forecast, which went through Fiscal Year 2008-09, the Department's 
forecast cumulative shortfall was estimated to be $889.1 million. As the County has closed 
the books on Fiscal Year 2004-05, DHS has updated its fiscal outlook by dropping this 
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year and adding Fiscal Year 2009-10. The schedule below provides a snapshot of the 
change in the Department's fiscal outlook from Fiscal Year 2008-09 and 2009-10. 

S Estimates in Millions 
Thw FY 08-09 Thm FY 09-10 

Year-End Cumulative Fund Balance I (Shortfall) $(889.1) $(1,280.7) 
as of September 2.2005 

I Significant changes per Attachment A - 15.1 - 23.1 

New Year-End Cumulative Fund Balance I (Shortfall) u!s!&Q $&=a 
as of October 25.2005. 

( Forecast Annual Operating Shortfall fi(383.6) s(392.2) 

The line titled "New Year-End Cumulative Fund BalanceIShortfall" represents the 
cumulative fund balance shortfall for Fiscal Years 2006-07 through 2009-10. The line titled 
"Forecast Annual Operating Shortfall" represents the funding needed to continue the 
Department's existing programs in each respective fiscal year. Attachments A and B detail 
the changes in the Department's fiscal forecast. 

The very slight improvement in the Fiscal Year 2008-09 forecast shortfall can be attributed 
to a number of changes in the assumptions related to revenue realization and expenses by 
both the Department and the Chief Administrative Office. Among the changes noted in 
Attachment I are savings of $66.7 million in Fiscal Year 2009-10 from the transfer of 
ownership or closure of Rancho Los Amigos National Rehabilitation Center. A detailed 
explanation of these items is included in Attachment A. 

As noted above, there are a number of potential changes, for which sufficient detail is not 
yet available, that are not included in this forecast, but will affect the Department's 
projected budget shortfall. These include the estimated operating costs for the LAC+USC 
replacement hospital beginning in Fiscal Year 2007-08, increases in funding for the 
medical school affiliation agreements, and replacement of Computerized Tomography (CT) 
scanners in DHS hospitals. Analysis of the fiscal impact of these items is continuing and 
will be discussed in the next forecast provided to your Board in January 2006. 

The Department continues to work with the State Department of Health Services and 
the federal Centers for Medicare and Medicaid Services to resolve a number of 
outstanding issues technical issues with regard to the implementation of Medi-Cal 
Redesian. such as the definition of an allowable certified ~ub l i c  ex~enditure. As 
indicatA in the last Budget Committee of the Whole rep&, this and other yet to be 
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determined factors could ultimately have a significant impact on the Medi-Cal 
Redesign estimates included in the Department's fiscal outlook. 

Further, as the Department mentioned in its previous report, the Medi-Cal Redesign 
package enacted in October did not address the proposed expansion of mandatory 
Medi-Cal managed care to cover aged, blind, and disabled Medi-Cal recipients (now 
being referred programmatically as "seniors and persons with disabilities"). The State 
administration has begun to work on a proposal to mandate inclusion of this 
population into managed care, with the intent of beginning implementation with Los 
Angeles County in January 2007. These individuals represent 40 percent of the 
Department's Medi-Cal patients. Presently, only 14 percent of these individuals 
statewide are voluntarily enrolled in managed care, and the remainder are fee-for- 
service Medi-Cal. While still to be determined, the revenue implications of the 
potential shift of this patient population into managed care could be significant. The 
Department continues to work with the Chief Administrative Office and the 
Disproportionate Share Hospital (DSH) Task Force on these issues. 

Please let me know if you have any questions. 

Attachments 

c: Chief Administrative Officer 
County Counsel 
Executive Officer, Board of Supervisors 



COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES 

SUMMARY OF CHANGES IN THE DHS FISCAL OUTLOOK 
SEPTEMBER 2,2005 THROUGH OCTOBER 25.2005 

Fiscal Year1 Columns I S  in Millions 
05-06 / ( I )  06-07 l(2) 07-08 1 (3) 08-09 1 (4) 09-10 l (5)  Total 1 (6) 

(1) Revised Estimated Cumulative Year-End Fund Balance I (Shortfall) - 
September 2,2005 S 204.5 S (139.8) S (497.5) $ (889.1) S(1,280.7) S(1280.7) 

(2) Adjust FY 09-10 expense base for salary COLA, employee benefits, $ - $ - $ - $ - S (75.5) S (75.5) 
services and suoolies CPI. oharmaceutical CPI. debt service. and caoital 
projects offset h;'adjustm&s to the revenue bese for ~ e d l - ~ a l  fee-ior- 
service. AB 915. CBRC. Medicare. Vehicle License Fees. 

(3) Net savings from the cl&eltransfer of Rancho on June 30.2009. 
(4) Ad;ust emolovee benefits for the current fisialyear per estimates 

develooed In October 2005 and restate Workers Comoensation and 
~etirement estimates for W s  0607 and 09-10 basedon updated 
information from the CAO. 

(5) Adjust Clinical Resource Manauement costs for the current fiscal year per 
estimates received in October 2005. 

(6) Increase interest expense for the current fiscal year per estimates 
developed in October 2005 based on updated information from the Auditor. 

(7) Extend the Naviaant Consultinq. Inc. agreement for six months from 
November 2005 through April 2006 for consulting services at KIDMC, as 
approved by the Board on October25.2005. 
Change In PI 0546 oDeratinu forecast recelved In October 20051 Other 
minor ongoing changes to the future years estimates. 
Forecast improvemenU(reduction) mil-forwad 

(10) Revised Estlmated Cumulative Year-End Fund Balance I (Shortfall) - 
October 25,2005 '"1 

Notes 
Does not include the Impact of the medical school agreemenis which are currently being negotiated for LAC+USC. HIUCLA and OVMC. Assumes CBRCIFQHC will be 
extended for each year beyond FY 04-05. CBRC extension for LA Counws oulpaiient and clinic care was included in the FY 05-06 Adopted State Budget. A Medi-Cal 
State Plan Amendment to extend the omsram is currenUv oendino CMS aooroval. 13 . - . . . . 

(6) These amounts represent the cumulative change in the forecast from the prior fiscal year. For example, the $13.8 million in PI 0607 is $218.3 million - $204.5 million 
from FY 05-06. 

ccj includes additional Medical Redesign funding of S119.1M In FY 09-10 over what would have been included willlout Medi-Cal Redesign. This increases the benefit of 
MedCCal Redesign from S383.9M over four years, as reported last time, to S503.OM over five years. 
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DHS FISCAL OUTLOOK - OCTOBER 25.2005 
($IN MILLIONS OASED ON W 05-00 SUPPLEMEKIAL BUDGET RESOLUTIOM 

8. Dsler R~ncho Clos~rBmk~~ti l l l re per HmillRodde SelUemsnl lhmugh 
FY 07-08 and for One-Year PalilSelUemenL 1 5  - 5 (49.5) $ (53.9) 5 (59.5) $ (89.4) $ (70.91 $ (81.8) $ - I $ (391.0) 

2 Scanado Ill Redustions lU9o olooalgnation Funds 

3. Orlglnnl Weal SLBbUhflon RBYB~UB R~que11110 help fund 
Scansdo Ill (Not Oudgslary ShortfaO by FYI 

4. ~ s l u a l l ~ ~ r e c a r t ~ ~ d a t ~ ~ ' ~ ' ~ ~ ~ ' ~ " ~  

5. AcluallFore-tSu~lurl(ShoIIfnl~ 

8. Beglnnlng Flscal Year Fund Balance 

7. Esllmatad Cumulative Yo=$-End Fund Balancsl(Shortfal1) 

9. DebrlAC+USC 1W B8d Redudion perHadWRodd~ SeIUemenl 
lhmugh FY 0510. (10.1) (29.8) (31.91 (34.1) (38.5) (39.1) (41.0) 

10. Nel Impad of HadllRodde P m p m I  a1 lAC+USC (541 (1.4) 8.7 19.2 19.0 

11. Nellmpsd of HadllRodde Pmpolial a1 Rand .  " (0.4) 11.1 14.8 

12. Nellmpastol OperaUng Rancho lor One-Yew P ~ ~ l S e l U e m ~ n l ~ ~  17.0 

13. CoolofPlshtiBAllomsyFseo (22) 

14. Impact la Bsglnnlng n$cal Year Fund Balance (85.8) (149.3) (248.7) (3425) (432.4) (517.11 

18. Use olosalgnation Funds- Decrsasel(lncrsare1 $ (183.8) 5 184.8 S  105.8 5 218.3 S  - 5 - 5 - - 
The $58.0 maion olFY0243 service wl rare eiiidendes already h Lhs FY0243 budgel bars allhls pohl In time and: lherelore. dosan't appearon lhlo schsdule. 

'(see nols) 287.0 327.8 357.5 

'(sssnole) $ (58.8) 5 (221.4) $ (351.9) 5 (387.3) " $ (423.7) " $ (481.0) " $ (503.41" 

283.9 340.0 321.8 789.2 I" 138.1 157.8 182.9 (215.7) 

5 203.9 5 281.2 $ 100.4 $ 447.3 $ (251.21 $ (285.8) 5 (298.9) $ (719.1) 

121.0 353.1 O1 452.8 " 19.7 'O 487.0 215.0 (50.0) 

S  384.9 8 634.3 8 553.2 $ 457.0 8 2155. 8 (50.0) 5  (348.91 8 719.1 

. . 
(A) male anounlr am oarnpolauona lmm h e  odglnal909l Modcald bloc& granl requorluled la dotemine Iho fiscal slabl'ralon revonuoslor~ho Jdns 2002 OHS Slmloglc Plan. wh!ch a* exlsnded Ihmugh FY OM8. 

(8) lnd~des mvanuo, prevlourl, mown seporalely (Moa~uro 0. SPCPNPL W a l w  SO 855. and tho Federal poNm ol Lho OutpnUonl Lamu l  SelUomonq. 

S  (2.408.3) 

5 (719.1) 

8 (719.1) 

(C) mare arnounls are polsnUally lmpmved by lhs managed cam rupplemenl proposal CunanUy belng worked on wllh tho State and Federal govsrnmenb. 

(0) Refleds an-unldentifisd budgelruwlus'ol$90.OMfor Wr OM8 lhmugh OD10 added by h e  CAO. 

(El Does nollnduds lhe lmpadoflhe medical school agreemenllwhlch are cumntiy belng nsg0Ualsd far LACtUSC. WUCLAand OVMC for W s  0508 lhmugh 0910. Brumes CBRCIF(IHCw1 be edended breach yea 
beyond FY 0465. CORCexlsndon Io rLACoun~r  outpatienland dinlccamwsolnduded lnlhe FYOM8 Adopled Slals BudgeL AMedl-Cal Slale Plsn Amendmen1 lo extend Lhs program 
surrenuypsndlng CMS appmval. 

(F) Dosl nollako lnlo amunl lhs apsnbg ollhs LACtUSC replacement fadlityln July 2007 lorW10748 Ihmugh 0510. Per LACtUSC. wrrenlfinandnl pmjedionr lorlhe nsw LACtUSCam sun b pmgresr. 
(GI Reflsdr releare oflhe S98.1M ilualfund remvs. 

(HI Reflsdr s beglnnlng fund balance olJ388.9Mless lhe $245.9M fund bslsnca hduded In lho FY 0243 Suvvlsmenlnl Budgel Resolution. . ~ 

(I1 RoUodr a bsglnnlnpfund bdanm olU84.91AlassIhs f31.OhIldnd balancolndddod lnlheFY0304 S~pplemsnlel BudpolRosol~Uon. 
(4 Ro3ocll o bfglnnlng fund balanco ol5588.7Mlaso lho S115.91A fund b d m m  hdlded In lhe M O M 5  Supplomsnlnl Bvdpol ReroluUon. 

(KJ Renscls a beglnnlng fund balsncaofS403.9M less lhs $384,2Mfund bdanca lndudsd In lhe FYOMB Supplsrnsnlal Budget Renolution. 

(Ll Per Hadaodde  seiUemenlpmporal.cenrul MI be reduced lhmugh areduced avstage paUenLlenglhaIrby(8.5 lo B.O);lndudesenablenand w l t i n g  savings. 

(Mi Per HadWRodde selUemenlpmpooal, Induder Rancho lakeovernsgolisUons ovsrjlghlpanel and reviewMIh vlalntiR~, llvsrdinlcmodlorlng and redudno Renchm budgeted census lmm 191 lo 147. 


